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Using a sample of seventy-four Chinese small and 
medium-size enterprises (SMEs), this paper explores the 
influence of ownership on human resource management 
(HRM) practices by SMEs. It concludes that enterprise 
ownership determines both strategic choice and the level 
of complexity in the application of HRM practices, which 
are more likely to be adopted by foreign-related and 
domestic, private-owned companies than by collective 
and state-owned enterprises.
InTRODuCTIOn
A transformation of enterprise ownership has been 
underway in China since market-oriented economic 
reform commenced two decades ago (nee 1992; Scott 
2002; Tsui 2006). In addition to state-owned enterprises 
(SOEs), there are other forms of enterprises such as 
collective-owned enterprises (COEs), town and village 
enterprises (TVEs), and joint venture enterprises (JVEs). 
In recent times private and foreign-owned companies 
have flourished, especially since China’s admission to 
the World Trade Organisation (WTO) (Garnaut & 
Song 2004; Qiu, Turner & Smyrk 2004). The impact 
of enterprise ownership changes on overall economic 
performance, both at the national and industrial level, 
has been subject to considerable evaluation (e.g. Huang 
& Duncan 1997; Luo 1999; Liu 2001; Ahlstrom, Bruton 
& Liu 2002; Shiu 1999, 2002; Anderson et al. 2003; 
Shan 2004; Tan, Luo & Shenkar 2005). Relatively few 
researchers, however, have focused on the influence of 
ownership on the choice of human resource management 
(HRM) practices at firm level. Law, Tse and Zhou (2003) 
have completed limited research into the strategic role 
of HRM in the regional economy under different forms 
of firm ownership, whilst Wei and Lau (2005) have 
evaluated the moderating effects of ownership type and 
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firm size on the ‘importance’ accorded HRM and the 
‘competency’ of HRM practices. The limited research 
on the impact of ownership on strategic choice of HRM 
practices reflects, in large measure, the considerable 
difficulties associated with undertaking scholarly 
research in Chinese organisations; the relatively low 
level of understanding of the concept of HRM in China 
(Lewis 2003; Zhu & Warner 2004; Li & nesbit 2006); 
and the limited application of HRM practices in Chinese 
enterprises (Wang et al. 2003; O’Connor & Guo 2006; 
Tsui 2006). 
It has repeatedly been reported that small and 
medium-size enterprises (SMEs) gain benefits from 
the use of HRM practices as they enhance company 
performance (Bacon et al. 1996; Luo 1999; Kickul & 
Gundry 2002; Kotey & Slade 2005). Drawing upon 
data collected from seventy-four Chinese SMEs, this 
paper aims to evaluate the impact of different forms 
of firm ownership on the strategic choices made by 
SMEs in relation to their adoption of various HRM 
practices. The paper commences with discussion of 
the importance of addressing HRM issues in Chinese 
SMEs. This is followed by a brief review of literature on 
strategic HRM in China and an explanation of various 
innovative HRM practices that have been implemented 
by Chinese enterprises since the economic reforms 
began two decades ago. The impact of ownership on 
HRM, and the level of sophistication of HRM within 
SMEs in general, are also reviewed. The research 
methods adopted for this study are then discussed 
and the results are analysed. The paper concludes that 
enterprise ownership does influence both strategic 
choice and the level of complexity in the adoption 
and application of HRM practices. Foreign-related 
enterprises (FREs) and a small proportion of domestic 
private-owned enterprises (DPEs) more often use 
innovative and integrated HRM practices than do COEs 
and SOEs.
IMPORTAnCE OF HRM In 
CHInESE SMEs
Over the last two decades, the process of marketisation 
in China has seen the development of an extensive SME 
sector. Growth in the number of privately owned, 
small enterprises in China has been notable (Anderson 
et al. 2003; Garnaut & Song 2004). The importance of 
the SME sector to the Chinese economy has been well 
documented (e.g. Lau, ngo & Chow 1999; Anderson et 
al. 2003). By 2003, over 90% of China’s Gross Industry 
Output Value was contributed by Chinese SMEs, 
and they accounted for over 60% of total national 
employment (national Bureau of Statistics of China 
2004). 
Within China, SMEs are recognised as being at the 
forefront in embracing new technologies and developing 
products, adopting innovative management practices, 
creating employment opportunities, and absorbing 
thousands of workers laid-off from many of the large 
and ailing SOEs (Anderson et al. 2003; Tan, Luo & 
Shenkar 2005). The rapid development of SMEs has 
raised the question of what are the key factors that 
have sustained Chinese SME growth. Agrarwal (1996) 
contended that the success of SMEs was mostly due 
to the Chinese government ‘getting out of the way’ 
of SME operations and encouraging marketisation, 
decentralisation of decision-making and management 
autonomy. Indeed, this market-oriented approach has 
encouraged the rapid development of rural enterprises, 
known as town and village enterprises (TVEs) (national 
Bureau of Statistics 1995; Fan, Chen & Kirby 1996). 
Zhang’s (1998) study of the corporate structure of TVEs 
found that the rapid expansion of these enterprises 
was largely a result of their close connection with 
local and regional governments which often provided 
these enterprises with access to resources, information 
and infrastructure support. Fan, Chen and Kirby 
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(1996) argued, however, that these enterprises might 
sooner or later experience stagnation because ‘peasant’ 
entrepreneurs with limited education and managerial 
training may ineffectively respond to the development 
challenge created by the competitive marketplace. 
To grow, Chinese SME managers must continuously 
accumulate knowledge and skills and be vigorous 
in investing in human capital (Lin & Yao 1999). In 
essence, they need to have an understanding of how 
best to manage people to sustain their enterprises and 
growth.
Small business owners around the globe have 
come to recognise the importance of strategic people 
management for the success of their companies (Arthur 
& Hendry 1990; Bacon et al. 1996; Kaman et al. 2001; 
Singh & Vohra 2005). For example, effective people 
management has been deemed to be more important 
within organisations than modifying organisational 
‘structure’, or enhancing ‘technology’, in contributing 
to Taiwanese small business performance (Lin 1998: 43). 
The ability to manage human resources in a consistent 
and effective manner helps small enterprises attract and 
retain high-quality and competent employees who are 
able to create added value, thereby enabling enterprises 
to better develop and maintain competitive advantage 
and superior performance (Kotey & Slade 2005).
A central hypothesis of this paper is that systematic 
HRM practices, when used strategically by Chinese 
SMEs, will help these organisations to achieve their 
goals. There is an underlying belief that strategic 
HRM leads to better organisational outcomes through 
increased long-term effectiveness and efficiency of 
Chinese SME operations. Furthermore, it is likely 
that different forms of ownership, because of differing 
structures and management ideas, would influence 
SMEs’ selection of particular HRM practices, and even 
the complexity of HRM practices within enterprises. 
Given the relative importance of Chinese SMEs, and 
the potential influence of HRM practices on their 
performance, potential benefits could flow from 
improved understanding of strategic HRM practices 
in China. If, for example, a common set of practices 
are pursued by some SMEs and they correlate with 
superior performance, other SMEs might usefully seek 
to replicate their approach. 
STRATEGIC HRM In CHInESE 
EnTERPRISES
Strategic HRM is usefully defined as ‘the pattern of 
planned human resource deployments and activities 
intended to enable an organisation to achieve its goals’ 
(De Cieri & Kramar 2003: 49). With the spread of Western 
management thought and practice, facilitated by growth 
in joint ventures and multinational companies, strategic 
HRM is ‘not totally novel’ to Chinese enterprises (Wei & 
Lau 2005: 1903). Generally speaking, Chinese managers 
demonstrate an increasing interest in using Western-
style HRM techniques to improve productivity and 
achieve overall organisational goals (Brown & Branine 
1996; Zhu & Warner 2002; Hassard, Morris & Sheehan 
2004). Several empirical studies have explored the use 
of strategic HRM by enterprises operating in China. 
For example, Bjorkman and Fan’s (2002) study of 
joint ventures and wholly owned foreign subsidiaries 
in China confirmed that both high-performance HRM 
practices and business strategy–HRM integration have 
had a positive impact on performance in some Chinese 
enterprises. As mentioned earlier, in their evaluation 
of different ownership forms in the regional economy, 
Law, Tse and Zhou (2003) found that strategic HRM 
contributed to economic performance. Furthermore, 
Takeuchi, Wakabayashi and Chen (2003) found support 
for configuring HRM strategically within Japanese and 
Korean enterprises operating in China. The adoption of 
strategic HRM is far from homogeneous, however, and 
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considerable variation exists in HRM practices adopted 
among different industries, in firms of differing size, 
across different regions, and certainly across different 
ownership structures (Zhu & Dowling 1994; Ding & 
Akhtar 2001; Ding, Akhtar & Ge 2006). 
IMPACT OF OWnERSHIP On 
HRM
Ownership and managerial style are often cited as two 
key factors that determine the sophistication of HRM 
among SMEs (e.g. Kaman et al. 2001). Matlay (1999) 
conducted a telephone survey of 6,000 British SMEs 
to test whether the decision-making processes and 
management styles (formal and informal approach) 
would impact on HRM practices such as recruitment, 
training, HR development, pay bargaining, grievance 
procedures and interpersonal relationships in the 
workplace. It was found that organisational control 
was more likely to rest with one individual (often the 
owner-manager) in micro and small businesses than in 
medium organisations (Matlay 1999), and that small 
businesses tend to adopt informal and less sophisticated 
HRM practices (see also Little 1986; Kaman et al. 2001). 
Buck et al. (2003) surveyed 844 joint stock enterprises 
in the ukraine and found that employee ownership 
(not owner/founder occupied) was positively associated 
with high-commitment HRM strategies and negatively 
with cost-cutting HRM strategies. While Soviet-style 
traditional social welfare (TSW) policy still exists among 
ukrainian enterprises, the increasing practice of human 
resource investment (HRI) is positively associated with 
high levels of employee ownership. 
Based on a survey of 600 Chinese enterprises, 
Wei and Lau (2005) have reported that different forms 
of enterprise ownership affect the way ‘enterprises’ 
perceive the importance of HRM, as well as their 
competency in the adoption of strategic HRM. Wang 
et al. (2003) noted that SOEs had diverged from the 
traditional practice of lifetime employment and had 
begun to use employment contracts; foreign-owned 
enterprises (FOEs) had introduced the practices of 
competitive wages and performance measurement 
systems; and DPEs had contributed greatly to the 
development of profit sharing and other types of 
employee incentive schemes. In general, SOEs, perhaps 
in part because of organisational inertia, continue to 
lag behind private enterprises and foreign-invested 
enterprises in both performance and adoption of 
Western management processes (Huang & Duncan 
1997). SOEs still lack autonomy for hiring and firing 
employees, and making managerial appointments (Wei 
& Lau 2005). In contrast, non-SOEs are more flexible 
and more readily adopt modern management systems 
that support ‘market based and competition-oriented 
HR policies and practices’ (Wei & Lau 2005: 1907). 
Therefore, HR professionals in non-SOEs may be more 
inclined to pursue a strategic deployment of human 
resources, and design and implement more innovative 
HRM practices that would serve their organisational 
business strategy.
InnOVATIVE HRM PRACTICES 
In CHInA
Based on a review of literature on HRM in China, a 
number of innovative HRM practices were identified. 
These practices have been variously adopted since the 
economic reforms commenced, and reflected instances of 
management innovation aimed at improving organisational 
efficiency and productivity. These practices include: 
strategic market selection and recruitment (Zhu & Dowling 
1994; Chow 2004; Warner 1993, 2004); provision of 
incentive rewards to enhance motivation and productivity 
(Warner 1993; Ding, Fields & Akhtar 1997; Zhu 1999; 
Wang et al. 2003; Bai & Bennington 2005; Ding, Akhtar 
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& Ge 2006); provision of a social security scheme and 
other employment benefits as a component of employees’ 
compensation packages with the aim of rewarding and 
maintaining employee loyalty and commitment (Asher 
2000; Zhu & Dowling 2000; Zhu & Warner 2000; 
Ding, Akhtar & Ge 2006); performance evaluation and 
promotion that was initially introduced among a small 
number of staff in SOEs but subsequently spread to 
other categories of enterprises including collective and 
private-owned organisations (Goodall & Warner 1997; 
Bai & Bennington 2005); training and development of the 
limited and low-skilled human resources (Zhu 1997, 1999); 
encouragement of worker participation in the decision-
making process (e.g. Laaksonnen 1988; Wang 1990; Warner 
1993; Benson & Zhu 1999); and, facilitation of trade union 
activity which differs considerably from that known in the 
West (e.g. Laaksonnen 1988; Tsang 1994; Zhu 1999; Zhu 
& Warner 2000, 2002).
Prior studies have focused on examining these 
seven HR practices and their impact on performance 
in large, joint venture or multinational companies (e.g. 
Benson & Zhu 1999; Zhu & Warner 2002; Li 2003). 
Little empirical research has been conducted to explore 
the types of HRM practices that have been adopted 
by Chinese SMEs with different ownership structures 
and the extent to which the ownership contributes 
to firm performance and growth. This paper, and the 
empirical research upon which it is based, addresses 
this gap in research and knowledge by exploring how 
different ownership forms relate to the strategic choice 
of the aforementioned seven HRM practices pursued 
by Chinese SMEs.
METHODS
The methodology of this study was influenced by 
difficulties associated with sampling SMEs in China. 
A mail survey of 330 Chinese SMEs was initially 
conducted with a response rate of less than 10%. 
To generate a more satisfactory response rate, it was 
necessary to conduct face-to-face interviews with SME 
managers in various Chinese cities. A similar approach 
of collecting quantitative data in China has been used by 
other researchers (e.g. Li 2003; Ahlstrom et al. 2005). A 
total of seventy-four SME managers were interviewed. 
The data obtained through the use of semi-structured 
interviews are mostly descriptive, and categorising 
responses posed some difficulties. Therefore, to ensure 
greater comparability between respondents, binary 
variables (0, 1) and categorical variables (0, 1, 2) were 
used. For example, when coding the HRM practice 
variable free market selection (FMS): enterprises that 
do not practise FMS at all were coded as zero; those 
who recruit between 1% and 99% of their employees 
through the market were coded as 1; and those who fully 
practise FMS (i.e. recruiting 100% of their employees 
through the market) were coded as 2. 
To evaluate whether the choice of HRM practices 
affects the achievement of organisational goals, 
both organisational HR outcome variables (i.e. 
employee turnover, employee commitment, employee 
competency and congruence, see Beer et al. 1984) and 
firm performance indicators (e.g. increasing production/
sales, market competitiveness and growth potential) 
were collected and coded. As most of the responses 
to these variables tended to be dichotomous, binary 
variables were also used. This approach is consistent 
with previous research on HRM practices and their 
association with firm performance (e.g. Guthrie 2001; 
Stavrou & Brewster 2005).
Given that a key aim in this study is to classify 
Chinese SMEs with different ownership according 
to their selection of strategic HRM practices, cluster 
analysis of the seven HRM practice variables was used 
to identify these different groups of enterprises. Based 
on the recommendations by Punj and Stewart (1983) 
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and Arabie and Hubert (1994), a hierarchical cluster 
analysis was initially performed (using Ward’s method) 
to identify the correct number of clusters and cluster 
centres. A number of methods can be used to perform 
the hierarchical cluster analysis, such as Between-groups 
linkage, Within-groups linkage, Centroid clustering, 
Median clustering or Ward’s method. The rationale of 
using Ward’s method in this study is that this method 
is distinct from all other methods because it uses an 
analysis of variance approach to evaluate the distances 
between clusters. The results from the hierarchical 
cluster analysis indicated the existence of a three-
cluster solution. A K-Means cluster analysis, using 
the previously generated cluster centres, was found 
to be most rigorous with a high level of convergent 
validity and discriminatory power, and was, therefore, 
subsequently used for the clustering (see Zheng 2004 
for a full account of validity testing). The results are 
discussed in the following section.
RESuLTS
Before presenting the clustering results, the HRM 
practices pursued by the SMEs surveyed are summarised 
using cross-tabulation. This provides a perspective on 
strategic HRM among Chinese SMEs which varies 
according to different forms of ownership. Among 
the seven HRM practices examined, performance-
linked pay (70%), free market selection (65%), and 
participatory decision-making (51%) were most 
frequently pursued by Chinese SMEs. Training and 
development, performance evaluation, and provision 
of social benefits were less often adopted by the SMEs. 
The role played by trade unions was also limited among 
the SMEs examined (see Table 1, p. 32). 
It is shown in Table 1 that more DPEs than 
enterprises in other types of ownership have taken 
up the HRM practices of strategic market selection, 
performance-based pay and employee participation 
in decision-making. FREs tended to focus on a 
comprehensive set of HRM practices, which cover 
not only those strategic HRM practices adopted by 
the DPEs, but also other HRM practices such as the 
provision of employee benefits, and training and 
development. SOEs more often saw unions playing a 
role and more frequently provided social benefits to their 
employees than did the other categories of enterprises. 
Most SMEs were identified as results-focused, and many 
noted a link between pay and performance.
The results of the cluster analysis are displayed 
in Figure 1 (opposite) and Table 2 (p. 33). Figure 1 
profiles three clusters, indicating as follows: Cluster 1 
has relatively high mean values on ‘free market selection’ 
(χ = 1.846), ‘performance-based pay’ (χ = 1.885), and 
‘employee involvement in decision-making’ (χ = 1.500); 
Cluster 2 is distinctly represented by the enterprises that 
focus on ‘performance-based pay’ (χ = 2.000), ‘training 
& development’ (χ = 2.000), ‘performance evaluation’ 
(χ = 2.000), ‘employee involvement in decision-making’ 
(χ = 1.957), and ‘free market selection’ (χ = 1.870); 
and, Cluster 3 are those enterprises emphasising the 
‘provision of social benefits’ (χ = 1.724), and some HR 
practices focused on ‘performance-based pay’ (χ = 
1.240) and ‘employee involvement in decision-making’ 
(χ = 1.120), and with the unions playing a slightly more 
important role (χ = 1.240) than in the other types of 
Chinese enterprises surveyed.
Table 2 (p. 33) identifies how ownership influences 
the strategic choice of HRM practices and how these 
choices impact upon organisational outcomes across 
the three clusters. Enterprises in the second cluster, 
‘Transformational HRM Practices’, are more likely 
to choose a comprehensive set of HRM practices that 
cover performance-based pay, training and development, 
performance evaluation, and encouragement of employee 
participation. The intention of such a selection is to 
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Finally, enterprises in the ‘Traditional HRM 
practices’ cluster are largely state-owned. The 
establishment of these enterprises more often pre-
dates the reform era and, as a result of age, size and 
continued state intervention (Goodall & Warner 
1999; Buck et al. 2003; Lewis 2003; Hassard, Morris 
& Sheehan 2004), tend to exhibit more ‘traditional’ 
Chinese personal management practices (provision 
of social security, strong role for trade unions and 
encouragement of employee participation). The 
overall organisational outcomes and performance 
appear inferior relative to that of enterprises in the 
other clusters. 
transform organisational outcomes in terms of staff 
commitment, competency and congruence. The overall 
firm performance in this cluster is superior to that in the 
other clusters. Interestingly, this cluster is predominantly 
made up of FREs and a small proportion of DPEs.
Enterprises in the ‘Transitional HRM Practices’ 
cluster have adopted a relatively limited number of HRM 
practices: market selection, performance-based pay, and 
employee participation. It seems that such choice, however, 
still enables enterprises in this cluster to achieve quite 
favourable organisational outcomes and firm performance, 
though not as good as that in the previous cluster. DPEs, 
COEs and SOEs predominate in this cluster.
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FIGuRE 1 
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HRM practice variables
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DISCuSSIOn
Clearly, Chinese SMEs have more often adopted 
free market selection, performance-based pay and 
participatory decision-making than other HRM 
practices, such as staff training and development, 
provision of benefits and performance evaluation. A 
number of things could explain this phenomena. Firstly, 
the former three areas of HRM practices might be easier 
and cheaper to implement for Chinese small businesses. 
This argument is supported by the results generated 
from Kerr and McDougall’s (1999) study. They argued 
that small firms tend to be more conscious of time and 
costs involved in employee training, and indicated they 
were less active in developing people. Zheng, Morrison 
and O’neill (2006) also suggested that in the Chinese 
labour market, there has been a limited supply of quality 
human resources, but to fully complete the training of 
low-skilled employees would involve considerable time 
and cost. Small businesses may be more short-term 
focused. Free market selection, performance-based 
pay and employee participation are practices that tend 
to have lower investment costs than many other HRM 
practices, yet they can be very effective in facilitating 
performance improvement and are relatively easy to 
measure.
Secondly, in the context of Chinese enterprises, 
a number of researchers (e.g. Warner 1993; Goodall & 
Warner 1999; Zhu & Dowling 2000) concluded that 
only limited forms of performance evaluation have been 
a s i a  P a c i F i c  J o u r n a l  o F  e c o n o m i c s  &  B u s i n e s s ,  v o l . 1 1  n o . 1  ( J u n e  2 0 0 7 )
32
TABLE 1  
Cross-tabulation of HRM practices amongst seventy-four Chinese SMEs with different ownership
HRM Practices Enterprise Ownership
State-related* Foreign-
Related 
Enterprises
Collective-
Owned 
Enterprises
Domestic 
(Private-Owned) 
Enterprises 
Total no. Enterprises Fully 
Adopted 
the Practices
Free market selection 9 36% 9 56% 8 73% 22 100% 48 65%
Performance-linked payment 15 60% 10 63% 7 64% 20 91% 52 70%
Social security scheme 17 68% 6 38% 1 9% 3 14% 27 36%
Training and development 6 24% 9 56% 4 36% 6 27% 25 34%
Performance evaluation 4 16% 9 56% 4 36% 6 27% 23 31%
Participatory decision-making 9 36% 10 63% 5 45% 14 64% 38 51%
Role of trade unions 10 40% 5 31% 0 0% 0 0% 15 20%
Total no. enterprises surveyed 25 100% 16 100% 11 100% 22 100% 74 100%
* State-related enterprises cover those enterprises that are wholly state-owned and those partially owned by state agencies, which were 
also defined as affiliated SOEs. They are different from collective enterprises which include some TVEs (nee 1992; national Bureau of 
Statistics 1995).
introduced to large industrial enterprises, with even less 
being introduced to SMEs. The present results generally 
support this finding as the Chinese SME sample in this 
study also indicated a low level of take-up of the practice 
of performance evaluation
With regard to the influence of different forms 
of ownership on HRM practices, this study shows 
that state-related enterprises more often provided 
social benefits to their employees than did the other 
types of enterprises. This result is similar to the 
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TABLE 2 
Ownership and strategic choice and the outcomes of HRM across the three SME clusters
Descriptive Statistics Cluster 1:
Transitional 
HRM Practices
Cluster 2: 
Transformational 
HRM Practices
Cluster 3:
Traditional 
HRM Practices
Enterprise Ownership   
Collectively owned 0.192 0.174 0.080
Domestic private-owned 0.577 0.261 0.040
Foreign-related 0.038 0.391 0.240
State-owned 0.192 0.174 0.640
HRM Practices 
Free market selection 1.846 1.870 0.600
Performance-based pay 1.885 2.000 1.240
Provision of social benefits 0.385 1.174 1.720
Training and development 0.500 2.000 0.640
Performance evaluation 0.269 2.000 0.000
Employee involvement in decision-making 1.500 1.957 1.120
Role of trade unions 0.000 0.174 1.240
Organisational Outcomes
Staff turnover 0.731 0.826 0.400
Staff congruence 0.692 0.826 0.240
Staff competence 0.731 0.826 0.600
Staff commitment 0.769 0.957 0.400
Firm Performance Indicators
Increased production/sales 0.692 0.870 0.560
Increased market share 0.692 0.826 0.640
Growth potential 0.731 0.870 0.600
Valid N 26 23 25
finding of Buck et al. (2003) in their examination of 
ukrainian enterprises, where SOEs tended to provide 
social benefits as a HRM strategy to retain skilled 
workers. A similar view was also expressed by Asher 
(2000) in his study of social safety nets in the East 
Asian context: 
As globalisation also leads to a much greater 
labour mobility, at least among professional, 
managerial and skilled workers, appropriate 
amenities, including competitive social security 
systems, would need to be provided to retain and 
to attract such workers from abroad. 
(Asher 2000: 85)
non-SOEs in the current study, however, tended 
to provide fewer social benefits. As previously noted, 
this approach appears to be cost-induced, and SMEs 
are likely to take a strategic approach to compensate for 
this with other HRM practices, such as performance-
based pay, which are effective in helping them to achieve 
their organisational objectives. More foreign-related 
companies were, however, moving to provide social 
benefits, perhaps with the intention of competing with 
SOEs for high-skill employees in the new era of Chinese 
economic integration ushered in with WTO access 
(Smyth & Guo 2001; Qiu, Turner & Smyrk 2004).
In addition, the operational role of trade unions 
was evident both in SOEs and FREs, and this finding 
is consistent with observations from earlier studies by 
Tsang (1994), Goodall and Warner (1997) and Zhu and 
Warner (2002), though it must be noted that their studies 
were predominantly based on large enterprises. 
FREs in the current study seem to have been 
more actively adopting a comprehensive set of 
HRM practices, including strategic market selection, 
performance-based pay, training and development, 
performance evaluation, provision of social benefits 
and participatory decision-making, than is the case 
among SOEs. This result is in line with the finding 
of Audea, Teo and Crawford (2005), which identified 
a higher level of adoption of a more configurational 
approach to HRM among foreign companies operating 
in the Philippines.
Compared to the FREs, DPEs tend to have 
some innovative HRM practices, but do not adopt as 
comprehensive a range of practices as do FREs. This 
might be because DPEs were largely newly established, 
tended to be relatively small, and might not have the 
capability to adopt all innovative HRM practices 
because of the resources and skills required (see earlier 
discussion on this issue). 
In the case of the COEs and SOEs, their approach 
to HRM was still dominated by traditional practices, 
with less focus on strategic selection and performance 
evaluation. This group of enterprises may not have 
the opportunity to pursue other practices due to state 
or local government controls over their management 
processes (Shiu 1999, 2002). Some practices, such as 
the provision of social benefits and the exercise of 
union involvement, adopted by SOEs, may reflect 
a strategic focus on organisational survival through 
compliance and cooperation with relevant state 
agencies. Overall, however, the firm performance 
shown by SOEs in the current study was lower than 
that in other clusters of enterprises. According to 
Huang and Duncan (1997), SOEs that had adopted 
the enterprise reforms and changed the ways they 
managed their staffing through various contracting 
and responsibility systems tended to perform better. 
Biffl (1998) also attributed poor performance among 
SOEs to ‘nepotism’ and the absence of appropriate 
market selection and performance evaluation of their 
employees. Hence, moving away from the traditional 
practices, and the adoption of some ‘transformational’ 
HRM practices, such as strategic employee selection 
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and performance evaluation, might help SOEs achieve 
greater efficiency and enhanced organisational 
outcomes (Shiu 2002).
With China’s entry to the WTO, changes to 
investment strategies in China by foreign corporations 
have been notable, and an increasing number are shifting 
R&D centres and regional headquarters to China (Qiu, 
Turner & Smyrk 2004: 65). This could potentially 
create even greater variation in HRM practices being 
adopted by different kinds of enterprises, especially in 
the area of training and development, as more FREs 
focus on differentiation strategy, and development of 
organisational and HRM capabilities for long-term 
growth; while DPEs or SOEs emphasise cost-cutting 
and the adoption of low-cost HRM practices aimed at 
achieving short-term gain (Porter 1985; Miles & Snow 
1978). Further, as indicated by Smyth and Guo (2001), 
the impact of the WTO entry on Chinese businesses will 
take time to be fully realised. One thing that is certain, 
however, is that foreign multinational companies are 
gaining ever easier access to China, and if SOEs or DPEs 
fail to take a more proactive approach to managing and 
developing their labour, they may eventually be taken 
over, or sent into ‘bankruptcy’ by foreign companies. 
The challenge of building a new knowledge economy 
will also push Chinese SMEs to focus on training, skill 
development and effective management of a more highly 
educated workforce, as was the experience in Singapore 
and Australia (Lewis & Mahony 2006).
Examination of the organisational outcomes 
and firm performance for each of the three clusters 
indicates that performance outcomes are consistently 
superior for the cluster with transformational HRM 
practices, second-best for the cluster with transitional 
practices, and weakest for the cluster with traditional 
practices. While cluster analysis in the current study 
does not provide causal data, this evidence is consistent 
with prior studies that suggest that integrated HRM 
practices lead to superior organisational outcomes and 
firm performance (Takeuchi, Wakabayashi & Chen 2003; 
Stavrou & Brewster 2005), and points to the fact that 
strategic choice of more configurational HRM practices 
is certainly desirable for Chinese SMEs. Therefore, a key 
implication of this study is that DPEs and COEs that 
wish to improve and sustain their performance over the 
long term should, despite the higher investment required, 
focus upon the pursuit of a configurational, rather than a 
piecemeal approach to HRM. SOEs should also pursue 
a comprehensive approach to the adoption of HRM, 
especially transformational HRM practices, as a means 
of enhancing their performance over the long term. 
COnCLuSIOn
While the economic reforms in China have enabled, 
and facilitated, more widespread use of strategic HRM 
practices, substantial variation exists in the pattern and 
extent of HRM adoption. Three main clusters of Chinese 
SMEs have been identified that differ according to their 
adoption of HRM practices. Enterprise ownership has 
also been found to influence the clustering results. For 
example, the cluster with traditional HRM practices 
is made up mostly of SOEs; transformational HRM 
practices are most common among FREs and some DPEs; 
and transitional HRM practices are most evident among 
COEs and DPEs. The more comprehensive set of HRM 
practices, covering most of the seven identified innovative 
HRM practices, is more frequently taken up by FREs. 
Simpler, less costly, and more limited HRM practices, 
such as free market selection, employee participation and 
performance-based pay, are commonly taken up by the 
smaller and newly developed DPEs or COEs. Among 
the enterprises with traditional HRM practices, state 
influence appears to have limited their pursuit of high-
performance HRM practices, and the practices that are 
used (provision of social benefits, a role for trade unions) 
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tend to reflect a management approach that emphasises 
retention of the old ‘egalitarian system’. Thus, it can be 
seen that firm ownership does influence the choice and 
level of complexity of HRM among Chinese SMEs.
While this study has identified a differing focus 
upon HRM practices among Chinese SMEs with different 
types of ownership, it has not investigated the reasons 
behind their strategic choice of various HRM practices. 
Organisational structure, industry characteristics, the 
level of technology application, culture, and enterprise 
management philosophy could have had a significant 
impact upon strategic decision-making regarding which 
HRM methods were adopted to help facilitate the 
achievement of desired organisational objectives (Schuler 
& Jackson 2000; Martin-Alcazar, Romero-Fernandes & 
Sanchez-Gardey 2005). Future research in strategic HRM 
among Chinese SMEs should consider these factors in 
order to explore the counteracting effects of ownership 
and other organisational dimensions on the strategic 
selection of HRM practices. 
*An earlier version of this paper was presented at the Third 
International Conference of Contemporary Business, held 
21–22 Sept., 2006, Blue Mountain, nSW. The authors would 
like to express their sincere thanks to Associate Professor 
Subhrendu Rath from Curtin university of Technology, 
Dr Parikshit Basu from Charles Sturt university, and the 
anonymous reviewers, for their invaluable comments and 
suggestions that have assisted in improving this paper.
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